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KEY ECONOMIC INDICATORS 


All values in Mil US$ 1972 KDI = $3.05 
unless otherwise stated 1973 KDI = $3.38 


FY Ending % Change 
INCOME AND PRODUCTION March 31 1972 1973 1974 73/74 


GNP at current prices . 3,510 4,306 NA 
Net National Product 3,327 4,086 NA 
Per Capita GNP (in single $) 4,014 4,698 NA 
Gross Investment as % of GNP 12.9 14(est)NA 
Crude oil production* Cal. Year 

(Mil US BBL) 1202.0 1105.8 929.3 
Natural gas prod. (BilCuft) 647.8 581.4 466.9 
Desalinated water (Mil ImpGal ) 8.572 9.291 NA 
Electric power (MilKw) 3.295 3.668 NA 


MONEY AND PRICES 


Money Supply (Currency in cir- 428 606 662 
culation plus demand deposits) 
Loans & advances by Com. Banks 461 572 921 
Com. Bank Time & Savings Deposits 891 1,118 1,388 
Commercial Banks Rates: 
Prime 5 4 5 
Average 7 7 7 


BALANCE OF PAYMENTS AND TRADE 


Gold & foreign exchange reserves 3593.7 5018.4 5675.0 +13. 
(Govt. & Commercial Banks) 
Balance of Payments +768.4 +560.7 +656.8 +17. 
Balance of Trade: 
0il Sector Earnings 1610 1855 2203 +18. 
**Exports & re-exports fob Cal. 167.6 3818.3 10741.3(est)+181. 
U.S. Share 1.5% 1.6% NA 


*Imports C.I.F. 886.2 1049.8 1549.7(est) +47. 
U.S. Share 13% 14% NA 
Main Imports from the U.S. (1973) 

Vehicles (all types) $41,385,524 

Cigarettes $13,172,241 

Airconditioners (Units) $10,130,143 

Parts & acces. of cars $ 8,660,986 


*Kuwait's share only 
**Including 011 (except for 1972) 


Source: Central Bank of Kuwait. 





SUMMARY 


The economy of Kuwait is booming, and in a world where serious problems of 
inflation and recession plague developed economies there is intense com- 
petition among international companies to take advantage of that boom. 
Moreover, the highly developed Kuwaiti entrepreneurial sense together with 
a great need for management, marketing and technological skills has led 
local officials and businessmen to urge others to come to Kuwait to talk 
about the whole range of economic developments that are part of the Kuwaiti 
boom. 


Behind Kuwait's boom, of course, lies tremendous income from oil. Currently 
annual income from oi] and also from investment income is on the order of 
$10 billion. The Government of Kuwait owned some $10 billion in foreign 
assets by the end of 1974, and by 1980 its foreign assets should total at 
least $25 billion. Although oi] production has been reduced by over 33%, 
Kuwait remains an important oil producing country as it will well into the 
next centry. 


Indeed, much of Kuwait's income will be devoted to a major expansion of 
petroleum-related industrial and shipping facilities. Several billion 
dollars will be spent on LPG, petrochemical and oil refining projects. In 
addition other billions will be spent on major housing, water and power, 
transport, recreation and other infrastructure projects in Kuwait. The 
military improvement and expansion activities will also be important in the 
1975-1980 period. 


Foreign economic activities have a special importance with respect to Kuwait. 
The country has become a major donor of economic assistance to other countries 
and one of the most active sources of investment in the world. Like the 

other categories noted above, Kuwaiti aid and investment activities will 
account for some billions of dollars of expenditure annually for the indefinite 
future. Increasingly, this activity will focus on joint venture industrial 

and commercial activity abroad. Kuwait's expanded economic assistance pro- 
grams will help finance a wide range of infrastructure and industrial projects. 
Most of this activity will remain in the Arab countries, but increasingly 
Kuwaiti aid or investment funds will be available for projects in Africa, 

South and East Asia and even in Latin America, not to mention the developed 
countries. 


In short, both in Kuwait itself and throughout the world Kuwaiti agencies, 
companies and institutions will provide the funds for a wide variety of projects 
and activities of potential interest to American companies. 


Although these developments are described in more detail below, space limita- 
tions have allowed only a very general discussion. Interested readers who 
wish more detailed information on specific aspects of economic developments 
in Kuwait are invited to send their queries directly to the Chief of the 
Economic/Commercial Section, American Embassy, P.0. Box 77, Kuwait. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Overview of the Kuwait Economy: The Kuwaiti economy continues its vigrous 
growth based on very large income from oil. In 1975 government income from 
oil and investment income is expected to be on the order of $10 billion, and 
this rate of income is expected to be maintained over the next five years. 
Despite a significant decrease in oi] production from as much as 3.6 million 
barrels per day in September 1973 to only about 2.25 million bpd in recent 
months, Kuwait's income is higher than ever as a result of the tremendous 
rise in oil prices that became effective in 1974. Kuwait's present policy 
seems to be to produce only what it can sell. It is more likely to cut 
production than price. Moreover, investment income is growing and could 
reach as much as $3 billion per year by 1980. 


This level of income, together with recently acquired Kuwaiti control of oil 
production and marketing, in effect, allows the Government of Kuwait (GOK) 

to undertake a broad range of ambitious domestic and foreign economic programs. 
Over the next five years several billion dollars will be spent in Kuwait on 
infrastructure and industrial projects while additional billions will be 

spent outside Kuwait as investments and aid. More specifically it appears 
likely that income between 1975 and 1980 will be on the order of $50 Billion 
(current dollars); of this some $15-20 billion will be consumed by annual 
budgetary expenditures including certain development expenditures. Another 

$7 billion or so will be used for major petroleum based industrial and shipping, 
military, public housing and other industrial and infrastructure activities. 

As much as $10 billion might be committed for economic assistance programs 

(if the 1974 rate is maintained). There still will remain some $15 billion 

of investible surplus funds to add to government-owned foreign assets wath 

$10 billion which existed at the end of 1974. 


Major Domestic Programs: Kuwait is highly developed by regional standrds, 

and et several major public works programs are being planned or implemented. 
Among the most important is a major new program to develop as much as $1 
billion in new public housing, including units for both low and medium income 
Kuwaitis. It is expected that American advisers will play an important role 
as this program is implemented. Several hundred million dollars will be 

spent to expand Kuwait's power and water desalting facilities. By 1980 

the GOK hopes to double electrical generating capacity to produce 2618 megawatts 
of electricity and 92 million imperial gallons of sweet water per day. More- 
over, the GOK is beginning to investigate the possibilities of developing 
nuclear power in Kuwait. Other major public works and infrastructure programs 
include a major expansion of Kuwait University including new medical and 
engineering schools, the continued expansion and improvement of the public 
school system, and the construction of at least five new civilian hospitals 
with some 2000 beds. In addition several hundred million dollars will be 
spent in improving and expanding transport facilities. These projects include 
at least three major new port/port expansion programs, projects at Kuwait 





International Airport, major highway programs and a possible rapid transit 
link between Kuwait and the main industrial area of the country thirty miles 
south of the capital. Kuwait's wealth will also allow "quality of life" 
improvements such as a $200 million sports/recreation/ entertainment complex 
and telecommunications equipment that will allow direct dialing to foreign 
countries including the US. 


As impressive as these projects are, they are more modest than certain 
industrial projects that are being planned. Construction should start during 
1975 on the Kuwait Gas Utilization Project (KGUP) the most important element 
of which will be a very large LPG plant that will produce 5.5 million tons 
annually of propane, butane and other natural gasses. Several other major 
petrochemical plants are under serious consideration. The most important are 
for the manufacture of aromatics and for ethylene and polyethylene. A major 
new export oil refinery is also being planned. In addition present capacity 
of refineries and fertilizer plants are to be expanded and such other 
petroleum-related projects as a lube oil refinery may be built. Meanwhile, 
major additions to Kuwait's oi] tanker fleet are being made, and LPG and 
product tankers have been or are expected to be ordered to complement the 

new industries to be established here. In all some $3 billion or more is 
expected to be earmarked for these projects over the next five years. 


A third major area of domestic expenditure will be for military programs. 


Although Kuwait's military forces will remain small, there is a significant 
program to improve Kuwaiti military equipment and facilities. In addition 
to major weapons programs, primarily for tanks, aircraft and surface-to-air 
missiles, the GOK will undertake such military infrastructure programs as 
new military airports, new naval facilities and a new military hospital. 
The various military programs are expected to cost at least $1.4 billion, 
and this money will be spent by 1980. 


Foreign Activities: Kuwait's foreign economic activities are becoming 
increasingly significant. As noted above, at the end of 1974 the GOK owned 
some $10 billion worth of foreign assets, and the Kuwaiti private sector 

was thought to own another $4-5 billion. In 1974 the GOK and its institutions 
committed bilaterally or through multilateral agencies over $2 billion in 
economic assistance, making Kuwait by far the most generous country in the 
world in per capita terms. Moreover, Kuwait's economic assistance and in- 
vestment activity made it an important force in international finance. It 

is likely that Kuwait will remain very active as an aid donor and as an 
important investor abroad. 


Moreover, there is and will be considerable variety to Kuwaiti foreign 
economic activity. A large portion of Kuwait's foreign aid went directly to 
Egypt, Syria and Jordan as direct grant assistance, and several billion 
dollars were “invested" abroad, mainly in London and New York, in short 

term holdings in banks. Through intermediaries in financial capitals a great 





deal was invested in real estate or equities in capital markets. Kuwaiti 
institutions have become among the most active and important in underwriting 
and managing convertible bond issues. 


In addition, however, the GOK and Kuwaiti institutions increasingly have 
sougnt to enter joint ventures throughout the world. In this manner Kuwaitis 
wish to acquire equity positions in such diverse projects as a major pulp 

and paper mill in Brazil, in iron, copper and bauxite mines in Africa and 

in a major oil pipeline in Eastern Europe. The Kuwait Fund for Arab Economic 
Development, whose authorized capital was in 1974 increased 500% to KDI 
(KD1=$3.38) billion, has begun to assist countries beyond the Arab world. 
Loans have been extended for projects in sub-Saharan Africa and South Asia. 
Meanwhile, Kuwaiti economic assistance and investment in the Arab world in- 
creased substantially. Kuwait agreed to invest $1.3 billion in Egypt 

alone, while major aid and investment commitments were made or considered 

for Syria, the Sudan, Yemen, Tunisia and Morocco as well. 


The GOK has taken the lead in foreign economic activities, but the larger 
private and mixed commercial and industrial companies are following. 
Similarly to the GOK, the Kuwaiti private sector has moved first into Saudi 
Arabia, the Lower Gulf, Egypt and the Sudan, but it appears that some of 
them are now poised to move beyond the Arab world. United Fisheries Company, 


for example, has operations and/or joint fishing agreements as far away as 
New Guinea and West Africa. Some of the larger trading companies are be- 
ginning to look toward investing in joint ventures in the U.S., Europe 

or elsewhere. Kuwaiti financial institutions are active all over the world. 


Constraints: Not surprisingly, the rapid growth in the level and scope of 
Kuwait-based economic activities have been constrained by several factors. 
The most serious is manpower. Managers are in short supply, and pressures 
on both skilled and unskilled labor are rising. The price of labor is 
being bid-up by the regional boom. There have also been periodic supply 
constraints, and inflation is a problem. Such facilities as housing and 
schools for newcomers, notably for Western managers, are strained. 


No problem is expected to exist before 1980, but perhaps not long thereafter 
Kuwait may not have sufficient gas to power industry here. Gas production 
is determined by oi] production, and if oil] production does not return to 

3 million bpd, there could be insufficient gas for Kuwait's electric power 
and industrial installations. In some cases 011 could be used, but the com- 
bination of labor and energy constraints has caused at least one major 
industrial project (a steel mill) to be dropped, and another (aluminum 
smelter) may meet the same fate. 





This reinforces the tendency to seek joint ventures abroad. Thus, the 
Kuwaitis will or have invested in steel and aluminum projects elsewhere. 
But foreign investment policies such as in Australia and Canada sometimes 
deter Kuwaiti investment. The key country will be the U.S. As of early 
1975 Kuwaitis were hesitant to make major industrial investments in the 
U.S. out of uncertainty over American receptivity to such investments. 


In an effort to surmount some of its problems there has been a conscious 
attempt to develop new institutions. Thus, several new companies have 

been created in Kuwait. For example, a tourism and recreation company 

has been established to oversee new recreational projects in Kuwait. 

Several new specialized companies and institutions have been-created in 

the last eightween months to facilitate Kuwait investment activity abroad. 
Within Kuwait the GOK itself has been changed. The Ministry of Finance 

and Oil has been split into two ministries and a new company, the Kuwait 

Oil, Gas and Energy Company (KOGEC) has been created to coordinate petroleum- 
related industrial activity. A new Ministry of Housing has been formed. 


IMPLICATIONS FOR THE UNITED STATES 


During the past five years Kuwait is thought to have contributed about 

$4 billion to the U.S. balance of payments. Over the next five years trade 
should expand so that U.S. exports should soon top $200 million and perhaps 
reach the $300 million annual level sometime during the 1975-1980 period. 
Currently Kuwait investments in the U.S. are thought to be in excess of 

$2 billion, and that level should increase dramatically by 1980. 


The several billion dollars that will be spent here on development between 

1975 and 1980 represent important potential business for American firms. 

In addition, the billions of dollars worth of the projects outside the 

country, financed by local funds add to the country's importance to American 
businessmen. Finally, for new-to-area firms, we have found that companies 

that successfully work here often have an entree to other booming markets 

in the Gulf region. There is, in short, virtually no limit to what American 
businessmen can do either in Kuwait or together with Kuwaiti partners elsewhere, 
despite the small size of Kuwait itself. 


Significantly, Kuwaiti officials and businessmen want very much to work 

with Americans. American firms have a generally good reputation, and their 
management, marketing, and technological expertise are sought. On the other 
hand Americans have been criticized in the past for lack of interest in 
Kuwait, inflexibility and other weaknesses. There are local factors that 





make doing business more difficult than many U.S. companies would wish, 
but European, Japanese md other businessmen seem somehow to cope with 
these problems. They aggressively seek to take advantage of the possi- 
bilities offered here. They perceive benefits that also wait American 


businessmen willing to work for them. 
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